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Chinese inflation falls to
two-year low
By Simon Rabinovitch in Beijing

The Chinese economy suffered a sluggish month in May, according to data published on

Saturday that will increase pressure on the government to do more to shore up growth.

Beijing has already started to shift its policy stance, cutting interest rates on Thursday

for the first time since 2008. But analysts said that the extent of the slowdown revealed

in the latest data pointed to a need for additional rate cuts as well as an increase in

government spending to support the economy.

Inflation receded to 3.0 per cent year-on-year in May,

the lowest in two years and down from 3.4 per cent in

April. While indicative of weakness in consumer demand, the decline in price pressure

gives authorities scope to use monetary and fiscal tools to stimulate the economy.

Meanwhile, the producer price index fell 1.4 per cent in May from a year earlier,

accelerating from a 0.7 per cent decline in April.

“The good news? Receding consumer price inflation frees up much-needed space for

policy makers to loosen credit and roll out investment plans,” Ren Xianfang and Alistair

Thornton, economists with IHS Global Insight in Beijing, wrote in a note to clients.

“The bad news? China’s producers are seeing sharp deflation, pointing to a worrying

lack of final demand. Both should act as a spur for the government to move more

aggressively.”

Other indicators showed that the weakness was felt across the board in May.

Fixed asset investment, a crucial driver of the economy, edged down to 20.1 per cent

year-to-date growth from 20.2 per cent in April, despite news that the government had

ramped up the pace of approvals for investment projects.

Industrial production nudged up to a 9.6 per cent rise from 9.3 per cent in April, but

came in shy of forecasts for a stronger rebound.

Meanwhile, retail sales slouched to a 13.8 per cent increase from 14.1 per cent a month

earlier. The government has been trying to fire up consumption as a new engine of
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economic growth, so tepid retail sales are disappointing.

The International Monetary Fund said on Friday that it saw “significant downside

risks” to China’s growth outlook but that it still believes Beijing has enough fiscal

firepower to support the economy.

Wen Jiabao, premier, said last month that the government would focus its attention on

supporting growth and signalled that it would accelerate public investment projects to

pick up the slack from a weak private sector.

But officials have also repeatedly tried to scotch speculation that the government will

unleash another hefty stimulus package, as it did in late 2008, given the surge in debt

and inflation which followed that effort. However, should conditions deteriorate further,

outside experts believe that Beijing could change its tune.

“China again has space for a forceful response if necessary,” David Lipton, first deputy

managing director of the IMF, said this week.


